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In recent years, with the development of capital markets, investors’ demand for 
decision-making relevant accounting information becomes higher and higher. The focus of 
accounting information quality has gradually turned from objectivity and verifiability to 
relevance. The leading accounting measurement attribute has gradually turned from 
historical cost to fair value. Although there is a popular belief that fair value has more 
predictive value than historical cost, and all standard-setters regard predictive value as the 
primary components of relevance in the qualitative characteristics of accounting 
information, there is little evidence on the predictive value of fair value in extant literature.  
Whether fair value predicts future earnings better than historical cost? Does the 
predictive ability of fair value contribute to the value-relevance of fair value? Whether fair 
value measurement is helpful to increasing analyst forecasts accuracy and reducing analyst 
forecasts dispersion? This study answers the questions above by testing trading financial 
instruments for a sample of Chinese A-share listed companies during 2007-2013. The main 
findings of this study are as follows: Firstly, trading financial instruments’ fair value predicts 
future earnings better than historical cost. Secondly, the value-relevance of trading financial 
instruments’ fair value increases with its predictive ability. Finally, trading financial 
instruments’ fair value gains and losses is positively correlated with analyst forecasts 
accuracy and negatively correlated with analyst forecasts dispersion, but trading financial 
instruments’ historical cost gains and losses make no contribution to increasing analyst 
forecasts accuracy and reducing analyst forecasts dispersion. 
The contributions of this study are summarized as follows: Firstly, in the aspect of 
trading financial instruments, the empirical evidence of the relative predictive ability of fair 
value has been provided and the evidence that the value-relevance of fair value increases 
with its predictive ability has been found, which expands the literature on the predictive 
value of fair value. Secondly, from a unique perspective of fair value gains and losses and 
analyst forecasts accuracy, analyst forecasts dispersion, the relationship between fair value 
measurement and analyst earnings forecasts has been revealed and the conclusions are 
consistent with the prediction. 
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